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In his comment, Young attempted to verify Huang's empirical inverse demand system by first deriving an uncompensated price flexibility matrix from Huang's compensated price flexibility estimates and then inverting the derived uncompensated price flexibility matrix to obtain what he claimed to be a demand elasticity matrix. The approach he uses for verification, however, is conceptually and empirically inadequate.
First, Hicks has systematically treated the inverse demand and defined "q-complementsn and "q-substitutes" of the Antonelli matrix in contrast to the "pcomplements" and "p-substitutesn of the well-known Slutsky matrix in ordinary demand. As shown in Deaton and Muellbauer (p. 57) , the Antonelli matrix and Slutsky matrix are closely linked; they are generalized inverses of each other. Conceptually, if one intends to verify the dual nature of a demand system, one should focus on the generalized inverse relationships between the Antonelli and Slutsky matrices rather than using Young's intuitive approach by comparing the estimated price flexibilities with the derived demand elasticities. Moreover, Young's demand elasticity matrix is derived from a constructed uncompensated price flexibility matrix that departs from the functional form specified in Huang's inverse demand system. I know of no theoretical basis to verify the inverse demand system by using Young's derived demand elasticity matrix that is obviously outside the framework of the initial model specification for the inverse demand system. Second, in general, the empirical demand elasticity and price flexibility matrices obtained from certain well-known estimation procedures are not the reciprocal of one another in a statistical sense because the two sets of regression lines differ from one another. In an ordinary demand system, the sum of residuals is minimized along the quantity axis; whereas, the sum of residuals is minimized along the price axis in an inverse demand system. The problem was discussed in Houck, who summarized some earlier studies and concluded: (a) the reciprocal of the direct price flexibility is not in general the same as the direct price elasticity, and (b) the reciprocal of the price flexibility is absolutely less than the true elasticity if there are discernible cross effects with other commodities. Thus, Young's demand elasticity matrix, which is Kuo S. Huang is an agricultural economist with the Economic Research Service, U.S. Department of Agriculture.
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computed as the reciprocal of a derived uncompensated price flexibility matrix, has limited practical use because the elasticity matrix may not represent the "true" demand structure as reflected from the sample observations. Perhaps a statement from Waugh (pp. 29-30) best addresses this point: "I prefer to use the price flexibilities themselves rather than their reciprocals. If, for any reason, the elasticity of demand is wanted, I would prefer to use the other regression equations, using quantities as the dependent variables. " Third, there are at least two additional drawbacks in Young's effort to obtain a matrix of demand elasticities by inverting a derived uncompensated price flexibility matrix. One drawback relates to ignoring the stochastic properties of point estimates for Huang's compensated price flexibilities, which are subject to certain probability distributions with means and variances. In his inversion process, Young treats the point estimates as pure numbers representing the true parameters but ignores the associated variance. It becomes apparent that Young only partially considers the stochastic nature of Huang's estimates. Another drawback is that the inverted results are quite sensitive to the numerical structure of the matrix being inverted. We should be aware that the potential problem of singularity or near singularity in such a big matrix (14 x 14 in our case) is likely to cause the inverted results to be quite unstable. In those cases. one might question whether the derived demand elasticity matrix is able to provide any meaningful economic information, let alone serve as a basis for verifying the counterpart of the inverse demand system.
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